Basic accounting
It is not possible to provide a comprehensive introduction to accounting in this article. A few definitions might, however, be helpful as a starting point for further reading.
• Budgeting is an essential process and should always happen when a new activity is planned. A budget is an estimate of future expenditure and income. Each activity needs its own budget. The budget is what you check your income and expenditure against when running the activity, to make sure you have enough funds and are not spending too much.
• Cost centres are different departments or activities. Examples of cost centres include the outpatient department, the operating theatre, and outreach. A cost centre will have its own account.It is useful to consider the cost centre's total expenses and total income to see whether it is running according to budget. A practical solution is to post donor funds, after they have been received, into a liability account, with sub-accounts for each donor. A liability account tracks how much a person or business (in this case, the eye care programme) owes a creditor, in this case the donor. The liability account tracks debts to the donor (i.e. the services to be delivered).
A statement of expenditure on respective activities should be issued once a month. These expenses can be posted from the relevant sub-account in the liability account to the income account, meaning that a debit is assigned to the liability account and the credit is offset to the income account.
With this approach, the donor liability account always shows the current state of different donor funds. If necessary, a report can be consolidated either in the general account or in a supporting document. [Note: receiving donor funds is not yet an income since these funds are designated for specific purposes and become an income only when spent.] 2 Dealing with different currencies For different currencies, different accounts must be used. If average exchange rates are used internally, reporting becomes complicated because expenses vary over time according to changing exchange rates. A solution could be to use only one 'reporting' currency in agreement with the donors.
